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Federal Receipts and Expenditures in New England 


-- « Their Growth and Significance* 





IN RECENT YEARS there has been an important growth 
of interest by New Englanders in the factors affecting 
their economic welfare. Attention has primarily been 
directed toward means for bettering the New England 
community through cooperative action from within the 
area itself. In numerous communities throughout the 
six states groups of local businessmen and bankers have 
been meeting to seek means of obtaining new factory 
buildings and new industrial employment. In some in- 
stances the private and local government groups have 
formed development corporations to provide aid or to 
make surveys prior to initiating direct action. 

Various external factors affecting the economic wel- 
fare of New Englanders have likewise claimed attention. 
One of the most important of these external factors is 
the financial activity of the Federal Government, which 
has become of immensely greater relative and absolute 
importance with the expansion of governmental func- 
tions during the past twenty years. 

The vast significance of changes in federal spending 
can be seen in comparison with other periods. Before 
World War I, in the period 1906-1910, the average fed- 
eral expenditure was $639 million per year. In the pros- 
perous 1920’s (1926-1930) the average was $3.2 billion. 
The average for 1938-1940 approximated $8.7 billion." 
In the post World War II period, expenditures have 
averaged $40 billion a year. Corresponding changes 
have occurred in federal receipts. They have increased 
not only in amount but also in variety. 

The importance of the growth in federal activity lies 
not only in its staggering size but also in its changing 
structure. More and more, federal administration is 
extending directly to the individual in the several states. 
Direct payments to individuals through social insur- 
ance, public assistance, farm price support, and other 


* A detailed statistical appendix which explains certain calculations and gives 
sources of data will be furnished upon request to the Research and Statistics 
Department, Federal Reserve Bank of Boston. 


1 Burns and Watson, Government Spending and Economic Expansion, American 
Council on Public Affairs, Washington, 1940. 
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Federal revenues from New England taxpayers 
have exceeded federal expenditures in the region 
for many years. In 1929 expenditures in the 
region were only 83 per cent of receipts. By 1948 
expenditures had dropped to 71 per cent of re- 
ceipts, which in turn lad expanded almost nine- 
fold. Consequently, an increased volume of funds 
has flowed from New England on Federal Govern- 
ment Account. Many businessmen and legisla- 
tors have expressed concern over this “drain of 
funds” from New England and are raising the 
pertinent question: “Is the New England econ- 
omy suffering from inequitable financing by the 
Federal Government?” This survey attempts to 
determine the extent and the nature of this 
drain and to suggest certain of its implications. 

In addition to issues of regional equity in federal 
financing, the survey also discusses the univer- 
sally relevant developments in the growth of the 
Federal Government. It portrays this growth in 
New England in some detail, emphasizing the 
changing importance of the various sources of 
revenue and the character of federal expenditures. 
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programs have expanded multifold since the early 
1930’s. In addition, grants-in-aid programs have been 
greatly enlarged and now extend a much greater meas- 
ure of federal supervision through various qualifying 
standards and conditions than in earlier periods. 
During the past decade the most important deter- 
minants of federal growth were World War II and its 
aftermath. International tensions, economic and politi- 
cal, resulted in military and economic-aid programs and 
are now culminating in direct military action. 
Although great concern is felt over the economic 
effects of war, this summary emphasizes the voluntary, 
self-determined growth of peace-time Federal Govern- 
ment economic activities. Beginning in the early 1930's 
and continuing in the postwar years, the pattern has 
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been one of steadily expanding Government services, at 
times conflicting with private interests. 

Receipts of the Treasury from any region of the 
country arise primarily from two main sources: (1) 
taxes — largely federal income and various excise taxes 
and (2) borrowing sale of short- and long-term 
securities. Receipts under a given tax system are deter- 
mined by the level and structure of income, which in 
part is determined by the region's ability to trade with 
other areas. Expenditures of the Government in any 
region take the form of payments to personnel, pay- 
ments on Government contracts, purchase of goods in 
the open market, service of the debt, and aid payments. 
The impact of federal revenue and spending differs in 
various regions or Federal Reserve districts. 

If the Government spends more than it receives in a 
given Federal Reserve district it must transfer funds 
from those districts where it has an excess of receipts 
over expenditures. Gains in funds on Treasury account 
affect the credit’ superstructure of a district in much 
the same way as the importation or production of an 
equivalent amount of gold. The funds may be used to 
expand credit or reduce member bank borrowing at the 
Reserve bank. In the long run, additions to funds stimu- 
late economic development and lead to increased trad- 
ing with other areas. 

An excess of federal receipts over expenditures and 
net Treasury transfers of funds out of a district have 
the opposite effect. A loss in funds may lead to in- 
creased borrowing by member banks at the Reserve 
bank, or to the sale of investments, or the reduction of 
commercial loans. When an individual or corporation 
pays federal taxes, commercial bank deposits are re- 
duced and the Treasurer’s account at the Reserve bank 
is increased by the same amount. The member bank’s 
reserve account is decreased in the process. If the Goy- 
ernment elects to transfer the funds elsewhere and not 
return them to the district in the form of expenditures 
and thus restore the reserve funds which had been with- 
drawn when the taxes were paid, the banking system 
must make adjustments to compensate for the loss. The 
net loss of funds on Treasury account may be offset, 
however, by gains in payments on private account 
arising from transactions in goods or services which will 
enable the district to maintain a status quo. 

The New England Federal Reserve District has long 
been a net contributor to the Federal Government, 
while some other districts have shown corresponding 
periods of gain. Generally the midwestern and far-west- 
ern Federal Reserve districts have been consistent 
gainers of funds on Treasury account. Net direct out- 
transfers of Treasury funds from the New England 
district have ranged between $50 million and $2.1 bil- 
lion since 1929 (Table II). The significance of the drain 
to the region has varied from period to period, but it 
has tended to become heavier relative to receipts since 
the 1930's. In some years the transfers were possible in 
substantial part because of borrowings, but in most 
instances tax revenues have provided the funds. 

Receipts and expenditures of the Federal Govern- 
ment in the New England area for selected years are 


shown in Table I. The year 1929 marked the peak of 


prewar prosperity; 1940 is widely used for prewar and 
postwar comparisons; and 1948 was a year of extremely 
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active business in the postwar period. These years are 
reasonably representative of their respective periods and 
reflect. the major changes in the receipts, expenditures, 
and transfer patterns of the region. While the expendi- 
tures of the Federal Government in New England com- 
prise just one segment of the over-all balance of pay- 
ments, its activities attract special additional attention 
because of the power of the Government to direct 
collections and expenditures primarily according to 
social rather than economic considerations. 


Sources of Federal Funds 

Tax receipts were by far the most important source 
of federal funds for the years covered by this survey, 
and the tax on individual incomes was the most lucra- 
tive of the various tax sources. The individual income 
tax provided 40.7 per cent of tax receipts from New 
England in 1929, and had climbed to 53.1 per cent of 
total taxes in 1948. More significant is the enormous in- 
crease in dollar terms. The $1,315.9 million realized 
from this source in 1948 was 131% times as great as the 
amount in 1929. 

Corporation income and excess-profit taxes in New 
England decreased in relative importance from 35.7 to 
25.6 per cent of total tax receipts between 1929 and 
1948, but they increased tremendously in dollar terms. 
The $635.0 million collected in 1948 was 714% times 
greater than the amount collected in 1929. 

dstate and gift taxes collected in the district yielded 
8.4 per cent of total tax receipts in 1940 after a steady 
increase from the 1.8 per cent of 1929. By 1948, how- 
ever, these sources had declined to a relatively insig- 
nificant 2.9 per cent of total tax receipts. State experi- 
ence paralleled the national status of these taxes, which 
declined from seven per cent of total receipts in 1939 
to two per cent in 1949.7 In spite of the relative decline, 
the yield in dollar terms increased steadily from $4.3 
million in 1929 to $38.2 million in 1940, and to $67.0 
million in 1948. 

The many excise taxes likewise showed a decline in 
relative importance but a significant increase in dollar 
amounts. Customs duties are the only important source 
of revenue which experienced both a relative and an 
absolute decline. 

The Government also has a number of sources of mis- 
cellaneous income as shown in Table I. The most im- 
portant of these result from social programs which were 
adopted in the 1930's or later, namely, unemployment 
insurance, Federal Deposit Insurance, and National 
Service Life Insurance. In addition, in some cases the 
income arising from business activities of the Govern- 
ment provides revenues which exceed expenses, thus 
providing net income. In other cases income may fall 
short of expenses, and the difference has to be made up 
from taxes, e.g., the Post Office Department. Never- 
theless the income in the latter case is significant. 

The explanation of the transfer of funds from the 
New England district by the Treasury rests on an in- 
vestigation of all major items which affect the Treasury 
General Account carried with the Federal Reserve Bank 
of Boston in its capacity as Fiscal Agent of the Govern- 

2 Report of the Joint Committee on the Economic Report on the January 1950 


Economic Report of the President, Senate Report No. 1843, 8lst Congress, 2d 
Session, June 1950, p. 77. 
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TABLE | 


STATEMENT OF RECEIPTS AND EXPENDITURES OF THE FEDERAL GOVERNMENT IN NEW ENGLAND 
CALENDAR YEARS 1948, 1940, 1929 


(In millions of dollars) 


FEDERAL CASH RECEIPTS 
BY MAJOR SOURCES 





A. TAX RECEIPTS 1948 1940 1929 
Individual income taxes........ceeeeeeee $1315.9 $104.9 $ 96.1 
Corporation income taxes...........ee eee 635.0 103.3 84.2 
PO Os occ cccerseocse>ecncnauas 153.6 65.4 _ 
MUSCOURNOGUS TONES e666. occ cetecdsantece 310.2 111.2 10.5 
CUMIN GB kc oc ccc er cvceceeceseseees > 62.8 _ 68.4 45.3 

WEIR 6555s Gitreceas Sieiareey Late eae $2477.5 $453.2 $236.1 
B. OTHER RECEIPTS 
Gross postal revenues (excl. postal money 
WE OE Is 6c to ctaccccavecces $ 90.0 $ 54.0 $ 51.0 
Deposits by states in unemployment trust funds 68.5 78.4 — 
A ts on deposits of insured commercial 
banks by Federal Deposit Insurance Corp. be ee 2.8 — 
4 ts on deposits of insured Federal 





savings and loan associations by Federal 

Savings and Loan Insurance Corporation. . 5 
Veterans life insurance premiums.......... 20.6 3.5 4.0 
Sale of surplus property 2.3 
Commodity Credit Corporation sales of wool 

and sugar under price support program, 

MP ss 46 SHEEN REESE RALEC ROS SEER D ERROR 38.0 _ — 
Interest paid to Federal Government on Fed- 

eral Reserve Note issue as provided in 

Section 16, Federal Reserve Act......... LA — _— 


WO a 5 Snisiececaisiss ns ueeaceeee $ 236.5 $139.0 $ 55.0 
TOTAL RECEIPTS AS ABOVE (A+B8).... $2714.0 $592.2 $291.1 


. PUBLIC DEBT 
Wat Cee BEPTOWENE. 00 ce ce cccccccesasess — $ 86.8 — 


9 9” 


E. TRANSACTIONS IN TREASURY CURRENCY 


(U.S. notes, silver certificates, gold certificates, 
and coin) 


Net sales by the Treasury to FRB Boston... . $ 10.1 $119.4 $ 12.1 


. TREASURY GENERAL ACCOUNT FRB BOSTON 
Decrease in Treasury General Account during 


asl 


CF TN 6 6 bib 606i vetceneetssairese _— $ 71.7 _ 
G. TAX REFUNDS (—) $ 103.0 
WN IID iiss icici $2621.1 $870.1 $303.2 


FEDERAL CASH PAYMENTS 
BY RECIPIENT AND TRANSACTION 


A. DIRECT CASH PAYMENTS FOR GOODS 1948 


AND SERVICES 
1. Payments to individuals for services 
rendered 
RII 6.0 cvesnevacrasecosnceduce $ 167.7 


* Includes all grants-in-aid to state and local governments other than for public works and public assistance. 





1949 1929 


$ 28.0 $ 31.6 


Civilian wages and salaries (incl. P. O.) 273.1 123.1 69.0 
Grants-in-aid for performance of speci- 
GIRESOIMIEEE wecccncccancecnaces 43.3 19.8 8.0 
WER Gis kor ecetvcresccasecuss $ 484.1 $170.9 $108.6 
2. Payments to business for goods 
Public Works 
RMA Ocdatncls ded lacnoaveKes $ 600 $227 $ 10 
CT Cs Sccdcénesaccdersenas 45.0 14.4 1.3 
Other goods and services 
MIRON es Scina dialed scene wekmawuses 200.8 118.0 2.0 
Cllidiiessaascecoacanzansieansnues 150.0 41.0 5.0 
WO ie hairs eer easdiaSdecmewe $ 455.8 $196.1 $ 9.5 
B. TRANSFER PAYMENTS TO INDIVIDUALS 
Social Insurance and Public Assistance 
Federal employees retirement benefits.... $ 17.1 $ 64 $ 1.2 
Old age and disability benefit payments. . 58.5 3.7 _— 
Unemployment insurance benefit payments 90.0 51.4 —_ 
Railroad retirement benefit payments..... 10.4 5.6 — 
Grants-in-aid for public assistance....... 47.1 23.3 _ 
Readjustment benefits, pensions, and other 
payments to veterans... ....ceeeeeeeee 286.4 32.8 32.3 
Interest (cash payments). .........0eeeeee __ 33.2 4.0 15.7 
WOM Bt evccaccccuscvencinisaccccs $ 542.7 $127.2 §$ 
C. WORK RELIEF PROGRAMS 
GER WOON Pei Radcncctectccecesecceous — $102.6 -- 
D. PUBLIC DEBT 
NeP COME VODGUINENE S650 5. cca cedersacies $ 23.0 $ 34.0 
E. LOANS, INVESTMENTS, SUBSIDIES, AND 
OTHER TRANSFERS TO BUSINESS AND 
AGRICULTURE 
Farmers 
Price support, nef (potatoes)..........65 $ 40.0 —_ _ 
Other direct subsidies to farmers........ 48 $ 67 —- 
Business 
Subsidy arising from postal deficit....... 19.8 2.2 $ 5 
Interest (cash payments).............-. 214.1 54.6 21.2 
Reimbursement of FRB Boston for fiscal 
agency and certain other expenses.... 1.0 —_ — 
WP ire kine ciccnsres Cuecceusces $ 279.7 $ 63.5 $ 269 
F. TOTAL EXPENDITURES ACCOUNTED FOR 
(TOTAL A THROUGH E)............ $1785.3 $669.3 $228.2 
G. TREASURY GENERAL ACCOUNT FRB BOSTON 
Increase in Treasury General Account during 
HANG a ai Ranaddan ve canwanintessad $ 19.0 _— $ 1.0 
Net Treasury transfers to other districts..... 760.0 $170.0 49.7 
TO Gan haicasiccstesiinwaveaceces $ 779.0 $170.0 $ 50.7 
H. TOTAL EXPENDITURES ACCOUNTED FOR 
AND TRANSFERS TO OTHER DISTRICTS 
He Gircccccccsccccs wecercccccecsecece $2564.3 $830.3 $278.9 
FEDERAL FUNDS SPENT IN FIRST DISTRICT 
BUT UNACCOUNTED FOR{ ............. $ 56.8 $39.8 $ 24.3 
FRO CE bbs ecedcccesssataceccn $2621.1 $870.1 $303.2 


+ Includes travel, maintenance, rental, local purchase of miscellaneous goods and services not classified, some research grants, and some secret contracts; also 
includes small amounts of funds loaned by organizations like RFC and FHA and government-sponsored farm organizations when loans exceeded repayments. 
Examination of these agencies shows repayments about offset loans in 1940 and 1948 or loans were relatively small in amount. Likewise, activities of these organ- 
izations have not been included in receipts. As far as can be determined there have been no purchases of mortgages by the RFC or FNMA. 





ment. Table I has a listing under Federal Cash Receipts 
of all items which increase the Treasury General Ac- 
count. In addition, section F shows any decrease in 
the balance of the account itself, since this makes funds 
available for expenditures or transfers out of the district 
above the Treasury’s regular receipts from taxes, from 


borrowing, or from the sale of goods and services during 
a given period of time. 


All items which decrease the Treasury General 
Account are listed under Federal Cash Payments. In 
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addition, any increase in the account balance (section 
G) during the year is shown here, since this represents 
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an application of funds received by the Treasury anal- 
ogous to normal expenditures or transfers. Receipts 
and expenditures which tend to offset are not shown. 

Unfortunately it is not possible to account accurately 
for all federal expenditures in the district. For this 
reason a small residual remains on the payment side 
(section I). The difference between total receipts plus 
decreases in the Treasury General Account, if any, less 
tax refunds and total expenditures plus increases in the 
Treasury General Account, if any, plus unaccounted-for 
expenditures will be the Treasury transfer from the 
district. It should be pointed out, however, that the 
‘Treasury transfer is not derived by this process. Since 
the amount the Treasury transfers from this district 
can be arrived at independently from the accounts of 
the Federal Reserve Bank of Boston, it is possible to 
complete the balance sheet with only a small residual 
(section I) representing expenditures in New England 
which cannot be accounted for. 


Vature of Federal Expenditures 


Forms of expenditure are important in their effects 
on the economy. The Federal Government may elect to 
spend funds itself, thereby retaining full control of their 
amount, timing, and direction; or it may merely lend 
the money to private enterprise or other public bodies, 
in which case decisions on volume and timing rest in 
other hands. The Federal Government may also spend 
on the condition that another unit of government also 
participates through some sort of matching provision. 
In this case the volume and timing depend upon the 
action of the government receiving the grant, while the 
direction is determined by the Federal Government in 
its original grant. Table I shows the expenditures of the 
Federal Government in New England both by form of 
expenditure and recipient. The classifications in some 
cases are broad, nevertheless indicative. 

The Federal Government spent in New England a 
total of about $1.9 billion in 1948, $700 million in 1940, 
and $252.5 million in 1929, and at the same time trans- 
ferred substantial sums elsewhere. These expenditures 
were 4.75 per cent of total federal expenditures in the 
United States in 1948, 6.39 per cent in 1940, and 5.48 
per cent in 1929. Receipts in the area, on the other 
hand, represented 6.02 per cent, 10.45 per cent, and 
6.30 per cent of the United States total in these years. 
As shown in section A-1, direct cash payments to indi- 
viduals for services rendered (which include the pay of 
military and civilian personnel in New England as well 
as certain payments for health, welfare, and educational 
purposes) comprised about 50 per cent of total Govern- 
ment expenditures in the region in 1929, 20 per cent in 
1940, and 25 per cent in 1948. The magnitude of the 
expenditures for these services, however, has increased 
about fourfold since 1929. 

The extent to which Government expenditures give 
direct, and indirect support to business is not easy to 
determine. Appropriations are not made or broken 
down in terms of types of business the goods or services 
of which will be purchased. Most conservatively esti- 
mated, however, the cash which went directly to busi- 
ness in New England is shown in section A-2 of Table I. 
These expenditures totaled $455.8 million in 1948, 
$196.1 million in 1940, and $9.5 million in 1929. These 
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figures do not include the $214.1 million in 1948, $54.6 
million in 1940, and $21.2 million in 1929 (shown in 
section E of the table) paid to banks, insurance com- 
panies, and other business organizations as interest on 
their holdings of United States securities. Likewise ex- 
cluded are the amounts of the postal deficit which went 
largely to business through lower postal costs. The total 
subsidy arising from the postal deficit amounted to 
$19.8 million in 1948, $2.2 million in 1940, and $5.7 
million in 1929, 





TABLE II 
DIRECT NET TREASURY TRANSFERS FROM NEW ENGLAND 


(In millions of dollars) 





J Ser ere 49.7 
1930.. 144.9 
0.1 

1.3 

2.2 

85.5 

123.0 

UJ OERRR er ine err 214.0 
Mn sie on ics einieiss winivratn cites 63.0 
WPSP soins sisieescoseccsccees 80.0 





Transfer payments (payments for services not cur- 
rently rendered and which involve no payments for 
goods) are shown in section B of Table I. Included in 
transfer payments are all expenditures for social insur- 
ance and public assistance as well as payments to vet- 
erans and interest payments on United States securities 
held by individuals. Other details are shown in Table I. 
These expenditures amounted to $542.7 million in 1948, 
$127.2 million in 1940, and $49.2 million in 1929. They 
represent an increasingly important percentage of total 
expenditures in New England as well as in the nation. 
They accounted for 41 per cent of the total New Eng- 
land expenditures in 1948, 26 per cent in 1940, and 28 
per cent in 1929. 

Although not all of the payments presented in this 
section of the table are derived exclusively from federal 
sources, they have been included because of the interest 
and participation of the Federal Government, and be-: 
cause they flow through federal accounts. Specifically, 
state unemployment compensation payments are de- 
rived from communal state-federal funds which are 
proceeds of state tax collections. 

Of special interest is the rapid over-all increase in 
these payments in the prewar and postwar period, both 
in New England and the United States. While unem- 
ployment payments fell sharply during the war period, 
the continuing increase in retirement and old-age and 
survivors payments produced a rapid rise in total pay- 
ments from social insurance funds in the postwar period 
in New England and the United States. 

The share of all Federal Government income pay- 
ments to individuals and payments from social insur- 
ance funds (sections A-l and B, Table I, excluding 
grants) received in New England in relation to the total 
paid in the United States declined from 1929 to 1948. 
Over this period increasing shares accrued to the South- 
east, Southwest, and Far West. An exception to this 
pattern is the Northwest. Although the Northwest’s 
share of total income payments rose sharply from 1940 
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to 1948 by virtue of a large expansion of farm income, 
its share of Government income declined, largely be- 
cause of reduced Government payments to farmers in 
the region. 

For the country as a whole, Federal Government in- 
come payments and payments from social insurance 
funds increased substantially between 1929 and 1940, 
from 2.0 to 6.3 billion dollars. In the period 1940 to 1948 
the volume of federal income payments increased almost 
threefold and reached 17.8 billion dollars, whereas total 
private income payments rose to only slightly more 
than twice their previous level. Because of their gener- 
ally higher rate of increase, federal income payments 
comprised a larger percentage of total income payments 
in 1948 than in 1940 in all regions except the Northwest. 

For each of the years 1929, 1940, and 1948, the re- 
lation of state shares of total federal income payments 
to shares of private income payments tended to vary 
inversely with state per capita income levels. In the 
low-income states of the South, and in the Northwest, 
the share of total Federal Government income pay- 
ments and payments from social insurance funds re- 
ceived by individuals exceeded the share of private 
income payments. Conversely, in states with high per 
capita incomes, the share of Government income pay- 
ments received was generally smaller than the share of 
private income payments. A notable exception is the 
Far West where higher than average per capita incomes 
were associated with a relatively large share of Govern- 
ment income payments. The Government apparently 
provided a larger impetus to income expansion in the 
South than in any other area of the country.’ 


Grants-in-Aid 

Federal grants-in-aid (see section A-1 and B, Table 
1) taken by themselves are another important group of 
federal expenditures, but these have perhaps attracted 
a disproportionate share of attention relative to the 
dollar expenditures involved. These payments are made 
directly to state and local government units and sub- 
sequently they directly or indirectly affect individual 
incomes. The question of federal versus state and local 
control has also aroused much interest in grants-in-aid, 
as have changes in income distribution which may have 
been brought about because of expenditures induced by 
these grants. 

Grants-in-aid are customarily given as definite 
amounts of funds to state and local government units. 
The grants are devices whereby the national govern- 
ment collects taxes in the 48 states and redistributes 
part of the proceeds through some 25 major public 
services, such as aid to education, health, old-age bene- 
fits, and highways. The Federal Government sets up its 
own standards and administrative requirements for the 
programs and usually requires that the states match the 
federal funds with an equal amount of their own money. 
By and large the objectives are those which require 


continuous and stable financial support as parts of 


permanent social policy. 

Total federal grants-in-aid in 1940 represented about 
6.5 per cent of total federal expenditures in the United 
States and in 1948 included about three per cent of the 


3 Survey of Current Business, U. S. Department of Commerce, August 1949, 
pp. 1-17, and August 1947, pp. 9-24. 
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total. The proportion of all federal grants which went 
to New England rose between 1929 and 1940 from 5.9 
to 7.5 per cent and dropped to 5.6 per cent in 1948. For 
both 1929 and 1948 the amount was slightly below the 
national per capita average. More than six per cent of 
the nation’s population resided in New England while 
barely six per cent of total federal grants went to New 
England in 1929, and less than six per cent in 1948. 
Social security payments were responsible for holding 
the grants at these levels. 


Other Expenditures 

Federal payments to farmers in New England (section 
EK) amounted to $44.8 million in 1948. These expendi- 
tures resulted largely from operations under the potato 
price-support program. Expenditures in New England 
were concentrated largely in Maine.* Other direct sub- 
sidies paid to farmers amounted to $4.8 million and 
involved outlays under the Agricultural Conservation 
Program. In 1948 expenditures for this purpose were 
slightly less than in 1940. There was no counterpart for 
these expenditures in 1929. The emphasis on the farm 
programs is a product of the 1930 depression period and 
World War II food programs. New England, because 
of the nature of its agricultural operations, receives 
considerably less federal aid than do most other sections 
of the country, although it apparently contributes sub- 
stantially both directly and indirectly to the cost. 

Cash payments for interest on United States securi- 
ties held by individuals and institutional holders reflect 
the tremendous increase in the cost of servicing the 
federal debt. In 1948 these payments amounted to 
$247.3 million, almost one eighth of total federal ex- 
penditures in the region. The payments were one 
eleventh of total federal expenditures in 1940 and one 
seventh in 1929. 


Vet Drain of Federal Funds 


The Federal Government, as noted earlier, does not 
spend in New England all of the revenues received in 
the area. As shown in Table II, large sums have been 
annually transferred directly out of the district to be 
spent elsewhere. In the three years considered in this 
summary and for which details of receipts and expendi- 
tures are shown, the Government transferred out $49.7 
million in 1929, $170 million in 1940, and $760 million in 
1948. These transfers as such, however, do not show 
accurately the actual drain of funds from the area. Cer- 
tain adjustments are necessary, and the amount of 
taxes which are paid by New Englanders through net 
shifting to them from taxpayers outside the region 
must also be considered. The details of adjustments in 
the transfers are shown in Table IIT. 

Federal taxes borne by the inhabitants of a region 
and liquidated out of their current income payments 
represent a compulsory claim upon their income which 
has a virtual priority over all other claims. From the 
point of view of a region, federal tax collections may 
be distinguished from those at the state and local levels 
because they directly diminish purchasing power in the 
region if substantial proportions are transferred and 


4 The Commodity Credit Corporation tends to purchase potatoes in areas of 
concentrated production where large quantities of potatoes may be purchased 
at one time. Expenditures in New England represented about 60 per cent of 
Eastern purchases. 
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spent outside. Thus lower levels of welfare result un- 
less the region receives an economic equivalent in the 
form of federal grants or services, or unless federal 
expenditures elsewhere result in an increase in the 
region’s “exports” of goods and services to other areas 
in direct relationship to the amounts spent elsewhere. 

Internal revenue collection figures alone cannot be 
used to indicate the full amount of taxes paid to the 
Federal Government. Collection figures for most years 
credit more than 60 per cent of federal taxes on auto- 
mobile bodies and automobile parts to Michigan. Ob- 
viously the ultimate burden of most of these collections 
is shifted to the residents of the other 47 states. In the 
case of cigarettes and tobacco products, more than 50 
per cent of collections are credited to North Carolina 
and these in turn are shifted in large part to final con- 
sumers in other states. 

Every study® of tax shifting made by recognized 
authorities has shown that a greater proportion of taxes 
is shifted to New England from other areas than is 
shifted by New England to the other regions. By any 
reasonably competent method of estimating it can be 
shown that the taxes paid to the Federal Government 
by New-Englanders exceed those shown in the reports 
of actual collections. In 1929 it is estimated® that resi- 
dents of New England paid $34.5 million more in taxes 
than is shown by actual collection figures. In 1940 an 
additional $53.2 million was paid, and in 1948 the figure 
was $216.7 million. These taxes were paid in the form 
of higher prices for goods consumed in the region and 
moved out of the region on commercial account. 

As shown in Table ITI, taxes paid in this fashion have 
been added to the actual transfers of federal receipts to 
other regions, increasing the actual unadjusted loss of 
funds in each year. 


5 Federal, State, and Local Government Fiscal Relations, Senate Document 
No. 69, 78th Congress, Ist Session, pp. 270 ff. Fiscal Capacity of the States, Social 
Security Board Bureau of Research and Statistics Memo. No. 43, 1941, and The 
Measurement of State and Local Tax Effort, Memo. No. 58, 1946. 





§ Estimated for New England by the method developed by G. W. McKinney, 
Jr., in Federal Taxing and Spending in Virginia. Thesis submitted to the Uni- 
versity of Virginia, 1949, The estimates developed by this method are more con- 
servative than those in the studies cited above. The statistical appendix has a 
tull discussion. 
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Annual expenditures of the Federal Government in 
amounts greater or less than revenues which the Federal 
Government receives from a given region constitute a 
disturbance to the balance of payments. For example, 
a new excise tax levied upon liquors and tobacco at 
various stages of production will be paid at the source 
of production and will enter into the supply price of 
these commodities. To the extent that liquors and to- 
bacco constitute net exports of a given region the taxes 
collected on these items are borne for the most part by 
consumers in other regions. Thus, if Government ex- 
penditures are related to collections there is a hidden 
flow of funds (on private account) from outside regions 
to finance Government payments made in the exporting 
region. To maintain equilibrium in the balance of pay- 
ments there should be a compensatory deficiency in 
Governmental expenditure in the exporting region and 
an excess of expenditures in the importing regions.’ 

For the New England region this is a very important 
point relative to the compensating movements of 
Treasury transfers and transactions on private account. 
As shown in Tables I and ITI, in spite of the substantial 
Government expenditures in the region, there was an 
outflow of funds via Treasury transfers. 


Gain on Private Account Has Declined 


The New England region, however, experienced an 
inflow via transactions on private account which ex- 
ceeded the Treasury drain even after an allowance is 
made for tax shifting. The excess of the favorable 
balance of private transactions over Treasury transfers, 
however, has become relatively smaller since the 1930's. 
Undoubtedly one of the factors causing this relationship 
is the fact that taxes shifted to consumers in this dis- 
trict, in the form of higher supply prices of commodities 
imported, flow out on private account. The net amount 
of taxes paid in this fashion should be added to the funds 
transferred out of the region directly by the Treasury 
(see Table IIT). It is only in this way that the actual 

7 Robert P. Terrill, The Interregional Balance of Payments of Southern Cali- 


fornia, 1920-1934, Thesis submitted to Stanford University, Palo Alto, California, 
1941. 





TABLE Ill 


TRANSFERS OF FUNDS FROM NEW ENGLAND 
AS A RESULT OF ACTIVITIES OF THE FEDERAL GOVERNMENT 


(In millions of dollars) 


UNADJUSTED TRANSFERS 1948 1940 1929 
Net Treasury transfers from Treasury General Account to other Federal Reserve Districts..........+6+ $760.0 $170.0 $49.7 
Excess of federal taxes shifted to New England taxpayers over federal taxes shifted to other districts 
ONG 65:66 5506:5.0:5:05 04.0 :0:066.6.06:6.60:5:6 6 6:0:0:00 660605069500 04:906 0550665050 20000460 0000 216.7 53.2 34.5 
INS OT Wn cce rssh ditnncisvebeenedecdsatdie nese eeeskeescnes $976.7 $223.2 $84.2 
ADJUSTMENT OF TRANSFERS 
Interest paid in New York on U. S. securities held in safekeeping for New England owners and transferred 
EE ik Ne SES RUNNING 550: 6 5:0:0.60 5.0:6)0,0:5:0:8.005.4.0.0:00006 0080004 a0 b 806840 2040000800 $ 9.0 $ 10.0 $ 2.0 
Interest paid in New York on participation of Federal Reserve Bank of Boston in Federal Reserve System 
Open Market holdings of United States securities. ...... ccc cece cece cece ence eee eeeeeeeeesers 20.0 3.0 Py 
Proceeds of district bank and insurance company holdings of United States securities redeemed in New 
York and transferred back to New England (estimated). 2.2.0... cc cece cece cece eee eee eeeece 71.0 20.0 5.0 
_ 100.0 33.0 7.3 
Adjusted transfer of funds — actual transfers to other districts ........ 00 cc ec cece cece ceeeeeeeseeecs $876.7 $190.2 $76.9 - 


* Includes customs duties 
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drain on federal account can be determined. Thus, the 
generally larger amount of taxes shifted to New Eng- 
land residents from other areas has been a factor in 
reducing the size of the gain on commercial account. 

Some portion of the funds which the Treasury has 
transferred from the region each year has been used to 
meet interest payments or redemptions of United States 
securities which had been bought by banks or other 
holders in New England and which were subsequently 
sold or transferred to other markets shortly prior to 
redemption. In addition, some banks and insurance 
companies hold securities in safekeeping in New York 
on which interest is paid in that market. Consequently 
the transfer should be adjusted for these payments as 
shown in Table III. There may be other relatively 
small payments made outside of New England which 
directly benefit the area and which are properly charge- 
able against this drain. 

Even after adjustment for these factors (see Table 
IIT), the transfers amounted to substantial sums. In 
relation to federal receipts, the amount transferred out 
has increased substantially since 1929. The transfers 
were 25.4 per cent of receipts in 1929, 21.9 per cent in 
1940, and 33.4 per cent in 1948. Data for other years 
confirm this trend of increase. 

The funds transferred were used for the ordinary pur- 
poses of government, viz. general government, interna- 
tional affairs and finance, and specialized domestic 
programs. New England’s obligation in sharing the cost 
of the general government and in contributing to the 
cost of foreign policy, although real, cannot be esti- 
mated satisfactorily. Aside from expenditures of this 
type, some of the expenditures in which New England 
participates in payment both within and outside the 
district may be considered disturbing, if not harmful, 
to the regional economy. 

In the case of the farm price-support program, New 
Englanders have paid higher prices for the commodities 
which have sold at support levels at various times as 
well as contributing to the cost of supporting opera- 
tions. In turn, livestock growers and planters and farm- 
ers in the West and South, whose products have been 
supported at various times, do not buy a cross section 
of New England’s products, so that the advantage of 
large farm incomes arising from support programs is not 
reflected to any great extent in the region’s trade. 

In connection with potatoes and wool, which are 
bought from firms and growers inside this district by 
the Commodity Credit Corporation, the advantage to 
the area is doubtful. Both the wool and potato pro- 
grams have encouraged excessive competition with the 
region’s established handlers’or producers. Entrance 
into the wool trade and potato farming has become 
relatively easy. 

The amount of wool handled through Boston has 
declined substantially since the inauguration of the 
support program in 1943. The program has enabled 
handlers to establish operations in many points in the 
Midwest and Far West because of the guaranteed price. 
Previously they had lacked the financial responsibility 
to engage in the trade. 

In turn, the potato price-support program has had 
similar but more extreme effects on the industry. The 
program has kept many marginal producers in business 
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and marginal land in production that under free market 
conditions would have been squeezed out, resulting in 
a shift of production from low cost to high cost areas. 

In several other cases expenditures of the Govern- 
ment in various areas outside New England are paid for 
in part by New England funds, possibly without even 
an intangible advantage. An example of this would be 
the construction of a steam power plant by the Ten- 
nessee Valley Authority with federal funds at. New John- 
sonville, Tennessee. In fact it could be argued that an 
expenditure of this kind, by bringing about lower power 
costs, would be one more minor stimulus to further 
migration of industry from New England. Possibly in 
the case of expenditures for river and harbor develop- 
ment New England likewise pays a disproportionate 
share of the cost. 


Per Capita Income and Taxes 

New England still enjoys a relatively high level of 
per capita income. Although per capita income in the 
region has grown over the years, it has increased at a 
slower rate than in the nation. Per capita income in 
New England was $838 in 1929, $725 in 1940, and 
$1,501 in 1948. In comparison with the United States 
average for each of these years, New England per capita 
income was 123 per cent in 1929, 126 per cent in 1940, 
and 106 per cent in 1948. In each of these years under 
consideration, the ratio of federal taxes borne by New 
Englanders to income payments in New England was 
lower than the ratio of federal taxes to income pay- 
ments for individuals in the United States. The New 
England ratio was 91.6 per cent of the national ratio 
in 1929, 93.1 per cent in 1940, and 95.6 per cent in 1948. 
Although this does not amount to saying that New 
Englanders found it easier to pay federal taxes during 
the period under consideration than did the residents of 
the United States on the average, this may have been 
the case. It should be noted, however, that the gap is 
rapidly closing and that income payments have dropped 
from 126 per cent of the United States average in 1940 
to 106 per cent in 1948. Relating tax burden to income 
payments alone, however, does not necessarily provide 
a suitable index of taxable capacity. Other factors must 
surely be taken into consideration. This subject is so 
fraught with controversy, however, that no attempt 
has been made to determine New England’s position. 
Nevertheless, New England has been a heavy contrib- 
utor to expenditures of the Government outside the 
district. Unless the tax structure is revised or the volume 
and distribution of federal expenditures modified, New 
England runs the risk of future embarrassment. 

In reviewing the direct Treasury transfers from the 
area as shown in Table II, it should be noted that for 
the year 1949 the Treasury transfers out of the district 
were substantially reduced and amounted to only $239 
million. This reduction was caused in part by lower 
tax receipts and larger expenditures within the district. 
Complete data for the year, however, are not available, 
so that no final conclusions may be drawn. It may 
suggest that New England’s position with the Federal 
Government may improve. Despite this circumstance, 
continued careful analysis and consideration of federal 
receipts, expenditures, and transfers are necessary in- 
sofar as New England is concerned. 
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Crisis Stimulates New England Business 


Business activity in New England is expanding rapid- 
ly as the international crisis adds momentum to the 
upturn which began last spring. Orders and production 
are high, primarily on civilian account since heavy 
military procurement is still more a potentiality than 
an actuality. Manufacturers in the region are watching 
their raw material prices shoot upward, while consumers 
already feel the pinch as seasonal influences and war- 
induced buying join to push prices upward. A deterrent 
to rising prices is the fear of instigating broad Govern- 
ment controls or of a rollback in prices which would 
result in inventory losses. 

The employment picture in New England is improv- 
ing rapidly. New unemployment in the region, reflected 
by initial claims for unemployment insurance, dropped 
during the last week in July to the lowest point since 
September 1948. Continuing unemployment was 19 per 
cent lower in July than in June, measured by the aver- 
age number of workers who received benefits. 

Some industries in New England are already facing 
the possibility of labor shortages. Manufacturers of 
machine tools, who have been operating at low levels, 
are dubious about the availability of sufficient skilled 
manpower should an increase to capacity operation 
be necessary. New orders for machine tools in July 
were apparently the largest for any month since World 
War II. 

The region’s textile mills employed 11 per cent more 
workers in June 1950 than in June 1949, and a rush of 
civilian orders after the war started has further speeded 
production. Woolen and worsted mills are generally 
sold up to the first of the year; the Lawrence area an- 
ticipates a labor shortage by early September. Mills are 
reluctant to book additional business because of un- 
certainty over wool prices and Government procure- 
ment. plans. 

The bulk of cotton gray-goods production is booked 
through 1950. The low Government cotton-crop esti- 
mate of August 1 brought more fluctuation to an already 
unstable cotton-textile market and resulted in a wave 
of mill withdrawals from the market for a re-estimation 
of raw material costs. Rayon weaving mills are seeking 
all the yarn they can get, but supplies of rayon filament 
and staple are becoming increasingly tight. A rapid 
expansion in the production of rayon tire cord for 
military use, fabrics for men’s clothing, and wool carpet 
blends has forced up the demand for rayon yarn. 

Developments this summer in New England’s shoe 
industry did not shape up according to general expecta- 
tions. The start of hostilities did not bring large Gov- 
ernment orders for shoes or a big jump in consumer 
buying. Orders in late July were good, however, as the 
industry approached its fall seasonal peak. 

Construction is still rolling along at a high level in 
New England, although the Government reversed its 
policy of encouragement in mid-July and building ma- 
terials prices are skyrocketing. In July the value of 
construction contracts awarded in the region totaled 
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$115,829,000, exceeding the comparable figure in 1949 
by 86 per cent, according to the F. W. Dodge Corpora- 
tion. The value of residential contracts was up by 139 
per cent, nonresidentials by 138 per cent, and utilities 
by 56 per cent, while the value of public-works con- 
tracts declined 40 per cent. 

Sales at 45 department stores in New England reflect 
the public reaction to developments in Korea. In the 
month prior to June 25, dollar sales were running about 
equal to those of a year ago. The year-to-year com- 
parison reached +36 per cent for the week of July 22, 
1950. Buying has subsequently fallen off, and the week 
of August 5 showed dollar sales to be 18 per cent above 
those in the same week of 1949. 

Hostilities brought drastic advances in the wholesale 
prices of several important commodities. Between June 
23 and August 9, the general index of 28 basic com- 
modities (Bureau of Labor Statistics) rose 16.3 per 
cent. Imports made the greatest price advances. Coffee, 
rubber, and wool tops reached new postwar highs during 
the period. Spot tin prices neared an all-time high — 
after Britain discontinued daily releases from its stocks. 

Quotations on the major grains rose moderately in the 
face of large surpluses and estimates of good harvests 
in 1950. Based on August 1 conditions, the Agriculture 
Department predicted that the corn crop would be the 
fourth largest on record and that wheat production 
would exceed its previous estimate. Spot prices of raw 
cotton started to climb because of the war and low 
Government crop predictions. Commodity Credit Cor- 
poration offerings prevented an even sharper price 
spurt in cotton after the low crop estimates. 

While the spot price of tin jumped soon, zinc and 
copper held steady until late August. They were scarce, 
however, and brought premiums in secondary markets. 
The shortage forced manufactu  *s of copper and brass 
in Connecticut to cut back f 1 a six-day to a five- 
day week. The steel scrap m: + maintained relative 
price stability for a time, prec ed on large supplies at. 
the mills. Prices are moving i ird, however, and sales 
in some areas are now taking — ace at quotations which 
are postwar highs. 








RECENT CHANGES IN PRIMARY MARKET PRICES 


Per Cent 
August 9 Change 


$ .411 +26 
545 +12 
-555 +97 
6.250 + 8 


Commodit: June 23 
Cocoa beans, Ib 

Coffee, Ib 

MUSING, Nib carbie'e 6) v.6-6.6'n.0'6.0\0:0>s6:9 Rais eis aie eierers 

Sugar, 100 Ibs 

Wool tops, Ib 


Corn, bu. 

Wheat, bu. (Kansas City) 
Cotton, Ib 

Print cloth, yd.. 

Hogs, 100 Ibs.. 

Hides, Ib 


Copper, Ib 
Tin, 


764 
SMSel serap, TON (PUMA) so sicciciciseecccestcee 


34,500 


Source: Bureau of Labor Statistics. 
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